ITEM A 


MINISTERIAL REPRESENTATIVE MEETING 


BUDGET 2017/2018 

DEPARTMENT: BUDGET & TREASURY OFFICE 

ROUTING 

MINISTERIAL REPRESENTATIVE MEETING: 30 MAY 2017 

1. PURPOSE 

The purpose of the item is to present to the Ministerial Representative the budget 
for 2017/18 in terms of section 28 (2)(f), (3) of the Local Government: Municipal 
Finance Management Act, 2003 and section 9 of the Municipal Budget and 
Reporting Regulations (MBRR) 2009. 

2. BACKGROUND 

In the preparation for the 2016/17 MTREF budget we ensured that budget is 
aligned with I DP and considered the MFMA circular no. 
51,54,55,58,66,67,70,72,74,75,78, 79, 84, 85 and 86 which provides guidelines 
on the budget preparation. During the preparation of the budget the following 
economic highlights were taken into consideration. 

2.1 National priority - Expanding public sector investment in infrastructure 

Circular 66 state the following: 

Circular 66 from National Treasury provide guidance to municipalities on how the 
budget for the Medium-Term Revenue and Expenditure Framework financial years must 
be prepared. In terms of the guideline as per circular 66, the following will be evident 
in the MTERF financial year: 

• Consequently, municipal revenues and cash flows are expected to remain under 
pressure and so municipalities must adopt a conservative approach when 
projecting their expected revenues and cash receipts. Municipalities will have to 
carefully consider affordability of tariff increases especially as it relates to 
domestic consumers while considering the level of services versus the associated 
cost. 

• Municipalities should also pay particular attention to managing revenue 
effectively and carefully evaluate all spending decisions. In generating capacity 
for spending on key municipal infrastructure municipalities will have to identify 
inefficiencies and eliminate non-priority spending. Municipalities should also pay 
particular attention to managing revenue effectively and carefully evaluate all 
spending decisions. In generating capacity for spending on key municipal 
infrastructure municipalities will have to identify inefficiencies and eliminate non- 
priority spending. 
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• Municipalities should also pay particular attention to managing revenue 
effectively and carefully evaluate all spending decisions. In generating capacity 
for spending on key municipal infrastructure municipalities will have to identify 
inefficiencies and eliminate non-priority spending. 

• Implementing interns programmes to provide young people with on-the-job 
training. Creating decent job opportunities remains a national priority and 
EPWP grant is for this purpose. 

• Municipalities as a catalyst for local economic development by appropriately 
structuring capital programmes to address backlog eradication, asset renewal 
and development of new infrastructure; this will require carefully formulating the 
funding mix of the capital programme to include grants, borrowing and own 
funding (internally generated funding). 

• Revenue management - To ensure the collection of revenues, municipalities 
need to ensure that billing systems are accurate, send out accounts to residents 
and follow up to collect revenues owed. 

• Collecting outstanding debts - This requires political commitment, sufficient 
administrative capacity, and pricing policies that ensure that bills are accurate 
and affordable. 

• Pricing services correctly- The full cost of services should be reflected in the 
price charged to residents who can afford to pay. Many municipalities offer 
overly generous subsidies and rebates that result in services being run at a loss, 
resulting in funds being diverted away from other priorities. 

• Underspending on repairs and maintenance - Often seen as a way to 
reduce spending in the short term, underspending on maintenance can shorten 
the life of assets, increase long-term maintenance and refurbishment costs, and 
cause a deterioration in the reliability of services. 

• Spending on non-priorities- Many municipalities spend significant amounts 
on non-priority items including unnecessary travel, luxury furnishings, excessive 
catering and unwarranted public relations projects. Consultants are often used 
to perform routine tasks. Considering the pressurised economic climate 
continued spending on non-priority wants cannot be sustained. 

Council oversight over the budget process 

A municipal council is elected to direct and exercise oversight of how a municipality 
raises revenue, plans the use of funds through its budget and spends the funds in 
accordance with the council approved budget. In terms of section 4(2)(a) of the 
Municipal Systems Act the council has a duty "to use the resources of the municipality in 
the best interests of the local community". This duty is extended to individual councilors 
through the Code of Conduct for Councilors, which states: 


Therefore, each council has a duty to put in place policies and processes to: 
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(a) Prevent unauthorised, irregular and fruitless and wasteful expenditure; 

(b) Identify and investigate unauthorised, irregular and fruitless and wasteful 
expenditure; and 

(c) Respond appropriately, and in accordance with the law, to confirmed instances of 
unauthorised, irregular and fruitless and wasteful expenditure 

Municipalities play critical role in creating an enabling environment for 
investments and other activities that lead to job creation. It is important for 
municipalities to pay particular attention to: 

• Ensuring the timely delivery of their capital programmes (eliminate under- 
spending of capital budgets) and to review all by-laws and development 
approval processes with a view to removing any regulatory bottlenecks to 
investment and job creation 

• Act as catalyst for local economic development by appropriately 
structuring capital programmes to address backlog eradication, asset 
renewal and development of new infrastructure. 


Circular 79 gives guidance to the following: 

2.2 Criteria for the rollover of conditional grant funds 

The criteria published in MFMA Budget Circular No. 75 are still applicable when 
considering rollover requests. Municipalities must submit the required information or 
application to National Treasury by 31 August, if not, the application will not be 
considered. 

When considering rollover requests from municipalities, all unspent cash backed 
grants should be classified only as “Cash and cash equivalents”. This number must 
also reconcile with the cash flow statements. All conditional grants must be spent in 
line with the conditions for which they are set for. They must not be invested. 

Section 22 of the 2014 Division of Revenue Act requires that any conditional grants 
which are not spent at the end of the municipal financial year must revert to the 
National Revenue Fund, unless the receiving officer proves to the satisfaction of 
National Treasury that the unspent allocation is committed to identifiable projects, in 
which case the funds may be rolled over. 

No rollover requests will be considered for municipalities with vacant or 
acting chief financial officers and Municipal Managers for a period exceeding 
4 months. 

Circular 82 gives guidance to the following: 

In the 2016 State of the Nation Address, cost containment measures were re- 
emphasised. It was highlighted that excessive and wasteful expenditure has to be 
reduced, and that increased action be taken to manage unnecessary expenditure. 
The following measures were among those announced: 

• Curtailment of overseas trips; 
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• The submission of strong motivation to MM’s, Mayors and, where necessary, 
oversight mechanisms at local, provincial and national spheres of Government 
by those requesting permission to travel either locally or abroad: i.e. their 
detailed report including research which argues the necessity of the trip and the 
benefit the country will achieve in undertaking the journey; 

• The institutionalisation of further restrictions on conferences, catering, 
entertainment and social functions. 

In reinforcing the above, the Minister of Finance also announced further cost 
containment measures in his budget speech on 24 February 2016, and urged 
Mayors of municipalities to exercise and oversee the elimination of wasteful 
expenditure in government. SALGA supported the call for cost containment 
measures to be implemented in municipalities as per the Budget Forum 
engagements and commitments. 

Municipalities must make clear and quantified commitments in this regard when 
tabling their upcoming budgets, and to reference these commitments when 
submitting budget documentation to the National and Provincial Treasuries, as 
required by the MFMA. 

Municipalities are reminded that the National Treasury will soon be conducting 
municipal budget benchmark engagements with non-delegated municipalities 
during which all municipal budgets will be assessed against the cost containment 
measures outlined in this Circular. Provincial Treasuries will be conducting 
similar engagements and budget assessments with delegated municipalities. 

Consideration has been given to the lack of enforcement measures and 
therefore it is envisaged that regulations will be issued to align these measures 
with financial misconduct regulations. Disclosure of cost containment measures 
applied by the municipality and entity must be included in the Municipal Budget 
and Annual Report. 

Measures implemented and regular reports must be submitted to the Municipal 
Public Accounts Committee for review and recommendations to Council on 
additional measures to be taken. 


2.3 Headline inflation forecasts as per circular 86 

The following macro-economic forecasts for consideration in the preparation of 
2017/18 budgets and MTREF 


Financial 

2016/17 

2017/18 

2018/19 

2019/20 

year 

Actual 

Estimate 

Forecast 

Forecast 
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CPI 

6.4% 

6.4% 

5.7% 

5.6% 

Real GDP 

0.5% 

1.3% 

2.0% 

2.2% 

growth 






2.4 Key focus areas for the 2017/18 budget process 

Local Government conditional grants and additional allocations 

The purpose of conditional grant funding targets delivery of National 
Government’s service delivery priorities. Additional funding is allocated in the 
form of unconditional allocations such as the equitable share and the sharing 
of the general fuel levy. The main purpose of the equitable share is to fund 
the provision of free basic services to disadvantaged communities. 

Changes to local government allocations 

• Minor reductions are made to a mix of urban and rural grants, 
including, the public transport network grant, the water services 
infrastructure grant, the municipal infrastructure grant and the urban 
settlements development grant so that resources are available to fund 
other government priorities. In spite of the decreased allocations each 
of these grants will grow by at least 5 per cent annually over the 2017 
MTEF period. 

• Funds re-prioritised from: 

> the expanded public works programme integrated grant to 
municipalities to fund the expanded mandate of the 
Commission for Conciliation, Mediation and Arbitration (as the 
commission will be providing its services to additional sectors); 

> the indirect regional bulk infrastructure grant of which small 
amounts will be utilised to augment funding for water 
catchment management agencies. 


2.5 Municipal Standard Chart of Accounts (mSCOA) 

The mSCOA Regulations apply to all municipalities and municipal entities 
with effect from 1 July 2017. 

Technically, for a municipality to be regarded as mSCOA compliant on 1 July 
2017 it must be able to transact across all the mSCOA segments and its core 
system and all sub-systems (including that of its municipal entities) must 
seamlessly integrate. Among the lessons learnt from the pilot municipalities, 
stems the recommendation that a municipality’s point of departure for 
achieving system integration is that it prioritizes the maximum integration 
potential of its core system so that it integrates with the Debtors main sub- 
system (including cash management and receipting), Payroll and the Assets 
Management sub-system modules. Furthermore, all municipalities must 
accommodate seamless integration of the Integrated Development Plan 
(IDP), Service Delivery and Budget Implementation Plan (SDBIP) and Budget 
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facilities into the core financial system as these documents create a point of 
departure for the transactional environment come 1 July 2017. 

This means that the compilation of the 2017/18 Medium-Term Budget and 
Expenditure Framework (MTREF) must be compliant with the mSCOA 
classification framework. 

In summary, mSCOA compliance in respect of the tabled 2017/18 MTREF 
and I DP submission means that the data string uploaded to the LG Database 
portal must meet the following requirements: 

> No mapping; 

> Correct use of all segments; 

> Seamless integration of core system with sub-systems (municipalities 
must ensure the integration of the Debtors, Payroll and Asset sub- 
systems); and 

> Integrated budgeting facility directly linked to the IDP and SDBIP 
facilities on the system. 

It is imperative that municipalities are familiar with the addendum to MFMA 
Circular No. 80 which describes what constitutes mSCOA compliance by 1 
July 2017. National Treasury has a dedicated website to support 
municipalities with their mSCOA readiness efforts. 

2.6 Revenue Management 

National Treasury encourages municipalities to maintain tariff increases at 
levels that reflect an appropriate balance between the affordability to poorer 
households and other customers while ensuring the financial sustainability of 
the municipality. The Consumer Price Index (CPI) inflation has however 
breached the upper limit of the 3 to 6 per cent target band; therefore 
municipalities are now required to justify all increases in excess of the 6.4 
per cent projected inflation target in their budget narratives, and pay careful 
attention to the differential incidence of tariff increases across all consumer 
groups. 


Municipalities should consider the following practicalities when setting 

tariffs: 

• Costs of bulk purchases and the fluctuation in the seasonal cost thereof; 

• Consumption patterns to enable better demand planning and 
management; and 

• In the event that municipalities have been under recovering costs, embark 
on a process to correct their tariff structures over a reasonable time period 
so that cost reflective tariffs are achieved. 

The tariff setting process is reliant on sound baseline information such as 
the number of properties within the municipal area of jurisdiction, the 
values of these properties, the number of households identified as 
indigent or poor, the consumption patterns in respect of basic services 
and the growth patterns within the various geographic areas. 
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3. DISCUSSION 


3.1 Operating revenue 

The operational income includes equitable share, Operational grants and 
operating income amounts to R 406 653 990 and consist of the following 
categories: 


Interest on Investment 

12 438 203 

Water sales 

70 893 000 

Service charges - Sanitation 

12 169 000 

Interest on outstanding debtors 

13 281 106 

Rent Income 

519 119 

Sundry Income 

53 157 

Equitable Share 

291 519 000 

Other Operational Grants 

5 631 000 

406 653 990 


N.B: Equitable share makes 72% of our operational income 


Water and sanitation 


Circular number 74 of MFMA requires municipalities to calculate tariffs to be cost 
reflective. In preparing the budget on water and sanitation provision, we looked 
at the sustainability of the service that we are providing to our customers. Our 
tariffs need to be cost reflective, so that the municipality can do replacement of 
old infrastructure together with repairs and maintenance. This needs to be 
covered when calculating tariffs. 

The increase in tariffs will have to be phased in through increments that are 
double digit figures whilst taking into consideration the geographic economic 
outlook and the socio economic profile of the region. 

The model on tariffs has been reviewed and the following factors must be taken 
into consideration going forward 

• From 1 July 2014, the free 6KL of water was only given to indigent 
customers and any other customer is now paying from OKL upwards. 
This approach has helped in increasing revenue although a lot still have 
to be done to encourage people to pay for services such as water. 

• Area bulk meters will have to be installed so that we are aware of the 
amount of consumption taking place in order to appropriately deal with 
water losses. Also individual water meter will have to be installed in areas 
where we are currently not billing. This will necessitate that communities 
be engaged regarding council intension to bill for water usage. 

• The implementation of cost reflective tariffs will only be implemented on 
Government and commercial category for now. The municipality has 
implemented 6.4% increase on tariffs for domestic customers as advised 
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by National Treasury on circular 86. We will eventually increase this in the 
coming years. 


General comments 

The district municipality has the following number of consumers: 
• Commercial and Institutional 1 279 


• Households 13 478 

■ Standpipes 0 

■ Unmetered 0 

■ Metered 11 741 

■ Metered Indigent 1 737 


The proposed increase in tariffs is as follows: 


Category 

2017/18 

2016/17 

Residential 

6.4% 

6.6% 

Government, Business and 
industrial 

90% 

6.6% 

Raw water 

6.4% 

6.6% 

Sanitation 

6.4% 

6.6% 


Other own revenues 

The projected income from rental facilities will be increased in line with existing 
lease agreements. 


FINANCIAL SUSTAINABILITY 

The future sustainability of the municipality is critical if we are to improve our 
operations, it is therefore imperative that we continue to improve our efforts in 
ensuring that the community receives the best service from council. The tariffs 
have been populated such that in the short term to medium term we are in a 
position to improve the financial position of council whilst ensuring that our 
services are affordable. 


The projected grant dependency of the municipality for 2017/2018 is at 83% and 
the position will not change in the short term to medium term and we need to 
consolidate our efforts in stopping the non-essentials. Part of improving this 
situation would be the implementation of the Revenue Enhancement Strategy 
that will also consider additional alternative sources of revenue for the district 
municipality. 
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3.2 Operating Expenditure 

SALARIES AND ALLOWANCES 

Employee related costs and council allowances 

The South African Local Government Bargaining Council recently entered into a 
three-year Salary and Wage Collective Agreement for the period 01 July 201 5 to 
30 June 2018. The agreement reached is as follows: 

201 7/1 8 financial year - average CPI (Feb 201 6 - Jan 201 7) + 1 % 

Municipalities are advised to use this Salary and Wage Agreement preparing 
their 2017/18 MTREF budgets. 

Municipalities are advised to budget for the actual costs approved in accordance 
with the Government Gazette on the Remuneration of Public Office Bearers Act: 
Determination of Upper Limits of Salaries, Allowances and Benefits of different 
members of municipal councils published annually between December and 
January by the Department of Cooperative Governance. 

The salaries budget will increase by R6 738 440 from R1 19 593 130 to R126 331 
570, this is due to an increase in post-retirement benefit budget and the yearly 
annual salary increment which is budgeted at 7.36%. Most of vacant posts there 
were funded during the 2016/17 adjustment budget were not filled to the cash 
flow challenges the municipality is facing. Implementation of councillor’s 
allowances will be subject to a determination of upper limits by the Minister of 
Provincial and Local Government but a provision of 5% have been made based 
on the current percentage. 


GENERAL EXPENSES 

The total budget for general expenses including contracted services is R 199 492 
703 for the 2017/2018 financial year. 

The following social development programmes are budgeted for under general 
expenses: 


> 

People with disability 

R 157 000 

> 

Elderly and Widows 

R 500 000 

> 

HIV Aids of 

R 200 000 

> 

Rural Horse Riding 

R 140 000 

> 

LED Projects 

R 400 000 

> 

Development Agency 

R 350 000 


9 



Water services operational costs 

In order to fully perform this function, the district municipality is receiving 
support form an external service provider. The budget for this is projected at R 
38.7 million. It is however planned that the district municipality should 
develop in-house capacity to perform this function and already a number of 
vacant positions has been filled. Costs associated with running this function will 
ultimately drop considerably once this function is ultimately performed in-house. 

Drought Relief 

The municipality has procured 8 water tankers and will get 2 more from CoGTA 
as the cost of hiring water tankers from service provider was costing the 
municipality an amount of +-R8 million per month. 


Repairs and Maintenance 

Given the magnitude of our infrastructure, the municipal income is not sufficient 
to cover repairs and maintenance of our assets. This is evident in that our 
expenditure on trading services does not cover the costs. An effort in the future 
will have to be made to ensure that we start redirecting money towards basic 
services and repairs and maintenance. The total budget for repairs and 
maintenance is R 10 967 736 which is only 3% of the capital budget. Treasury 
have requested municipalities to at least budget 8% of repairs and maintenance 
to take of the infrastructure so that it can increase the life span of assets. 


Total Capital budget 


Capital Charges 

The projected capital charges in servicing the loans is R 756 054 for the loan 
taken by Endumeni Local Municipality from DBSA in prior years for water 
infrastructure projects. 


CAPITAL EXPENDITURE 

The municipality in the 2017/2018 financial year will spend R 371 842 000 on 
infrastructure capital projects. This equates to 50% to total expenditure. The 
composition of the capital projects is funded from: 

R 


• Municipal Infrastructure Grant (MIG) 

• Greytown Regional Bulk Infrastructure Grant (RBIG) 

• Municipal Water Infrastructure Grant (MWIG) 

• Rural Transport Services and Infrastructure Grant 


191 941 000 
98 933 000 
78 693 000 
2 275 000 
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The proposed capital programme for 2017/2018 is attached. The capital 
programme is mainly funded from grants receivable in terms of allocations made 
in the Division of Revenue Act. 

The municipality will fund capital assets to the value of R4.9 million from own 
funding and this will gradually increase in the outer years as most of our assets 
have fully depreciated and this costs municipality a lot of money on maintenance 
of these assets. 


Circular 82 gives guidance to the following: 

In the 2016 State of the Nation Address, cost containment measures were re- 
emphasised. It was highlighted that excessive and wasteful expenditure has to be 
reduced, and that increased action be taken to manage unnecessary expenditure. 
The following measures were among those announced: 

• Curtailment of overseas trips; 

• The submission of strong motivation to MM’s, Mayors and, where necessary, 
oversight mechanisms at local, provincial and national spheres of Government 
by those requesting permission to travel either locally or abroad: i.e. their 
detailed report including research which argues the necessity of the trip and the 
benefit the country will achieve in undertaking the journey; 

• The institutionalisation of further restrictions on conferences, catering, 
entertainment and social functions. 

In reinforcing the above, the Minister of Finance also announced further cost 
containment measures in his budget speech on 24 February 2016, and urged 
Mayors of municipalities to exercise and oversee the elimination of wasteful 
expenditure in government. SALGA supported the call for cost containment 
measures to be implemented in municipalities as per the Budget Forum 
engagements and commitments. 

Municipalities must make clear and quantified commitments in this regard when 
tabling their upcoming budgets, and to reference these commitments when 
submitting budget documentation to the National and Provincial Treasuries, as 
required by the MFMA. 

Municipalities are reminded that the National Treasury will soon be conducting 
municipal budget benchmark engagements with non-delegated municipalities 
during which all municipal budgets will be assessed against the cost containment 
measures outlined in this Circular. Provincial Treasuries will be conducting 
similar engagements and budget assessments with delegated municipalities. 

Consideration has been given to the lack of enforcement measures and 
therefore it is envisaged that regulations will be issued to align these measures 
with financial misconduct regulations. Disclosure of cost containment measures 
applied by the municipality and entity must be included in the Municipal Budget 
and Annual Report. 

Measures implemented and regular reports must be submitted to the Municipal 
Public Accounts Committee for review and recommendations to Council on 
additional measures to be taken. 
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4. RECOMMENDATION 


4.1. That the report on the 2017/18 - 2019/20 MTERF budget be noted. 

4.2. That the final budget on operational income and expenditure be approved. 

4.3. That the draft budget on capital income and expenditure be approved. 

4.4. That it be noted that provision was made for a general increase of 7.36% on 
salaries of municipal officials and 5% on Councillors allowances and benefits, 
as per the signed agreement between unions and SALGBC and determination 
of upper limits by the Minister for Provincial and Local Government 
respectively. 

4.5. That it be noted that the Integrated Development Plan was taken into account 
in the compilation of the budget. 

4.6. Copies of the final budget to be submitted to National Treasury, Provincial 
Treasury and COGTA as per the requirements of the MFMA. 

4.7. That the proposed tariff increases be approved. 

4.8. That the council approves the 2016/17 Municipal Service Level Standards. 

4.9. Budget as shown in “A1" Schedule return be approved. 

4.10. That council takes note of the contents of circular 82 - cost containment 
measures. 


FOR CONSIDERATION 


